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Interpretive Opinions November, 1962 No. 1 
• 
Issued by the 
Accounting Principles Board 
American Institute of Certified Public 
Accountants 
666 Fifth Avenue, New York 19, N. Y. 
Copyright 1962 by 
American Institute of Certified Public Accountants 
NEW DEPRECIATION 
GUIDELINES AND RULES 
1. This Interpretive Opinion is an extension of Chapter 10(b) of 
Accounting Research Bulletin No. 43, "Income Taxes." It concerns 
accounting problems which may arise in connection with the new De-
preciation Guidelines and Rules issued by the United States Treasury 
Department Internal Revenue Service as Revenue Procedure 62-21, effec-
tive July 12, 1962. 
2. The service lives suggested in the Guidelines for broad classes 
of depreciable assets are, in general, appreciably shorter than the indi-
vidual lives given in Bulletin "F," which was previously used as a 
guide in the determination of deductible depreciation for income-tax 
purposes. The Guidelines purport to bring the lives used for income-
tax purposes into line with the actual experience of taxpayers, and 
thereby reduce the areas of controversy as to the amount of deductible 
depreciation, but not to provide another type of accelerated depreciation. 
3. For the first three years, either the new Guideline lives, or lives 
longer than the Guideline lives, may be used for income-tax purposes 
without challenge. Lives shorter than those found in the Guidelines 
may be used if they have previously been established or are justifiable 
as reflecting the taxpayer's existing or intended retirement and replace-
ment practices. If the "reserve ratio" tests provided in the Procedure 
subsequently indicate that the lives used for income-tax purposes are 
not in accordance with actual retirement and replacement practices, the 
lives may be lengthened in accordance with the "life adjustment" tables 
provided in the Procedure. If the adjustment is not sufficient to bring 
tax and actual lives into line, the adjusted lives will then be replaced 
by lives determined in accordance with all of the facts and circumstances. 
4. A taxpayer should carefully review the estimates of useful life 
of depreciable property adopted for financial accounting purposes, with 
the objective of conforming them with Guideline lives to the extent 
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that the latter fall within a reasonable range of estimated useful lives 
applicable in his business. 
5. With exceptions such as those discussed in paragraphs 6 and 7, 
net income for the period should not be increased as the result of the 
adoption of Guideline lives for income-tax purposes only. Accordingly, 
where Guideline lives shorter than the lives used for financial account-
ing purposes are adopted for income-tax purposes, and there is an 
excess of tax-return depreciation over book depreciation, provision for 
deferred income taxes should be made with respect to the part of the 
excess that is attributable to the adoption of Guideline lives, in the 
same manner as provided by Accounting Research Bulletin No. 44 
(Revised), "Declining-balance Depreciation," for liberalized depreciation 
under the Internal Revenue Code of 1954.1 
6. It may happen that a company has used shorter lives for account-
ing purposes than for tax purposes in the past, and now finds that 
these lives are longer than the new Guideline lives. If the lives pre-
viously used for accounting purposes are still considered reasonable, 
they presumably will be continued, but Guideline lives might be adopted 
for tax purposes. Tax-effect accounting should be introduced in this 
type of case only when the accumulated depreciation for tax purposes 
exceeds that on the books. In other words, not recording a prepaid 
income tax while the tax-return lives were longer than the book lives 
makes it unnecessary to provide for deferred income taxes until depre-
ciation accumulated for tax purposes exceeds that for accounting 
purposes.1 
7. It may develop that some regulatory authorities having jurisdic-
tion over regulated businesses will prescribe the manner in which the 
tax effect of the adoption of Guideline lives for income-tax purposes 
only is to be dealt with for rate-making purposes. Where this is done, 
the principles set forth in paragraphs 8 and 9 of Accounting Re-
search Bulletin No. 44 (Revised) are applicable. 
The Interpretive Opinion entitled "New Depre-
ciation Guidelines and Rules" was unanimously 
adopted by the twenty members of the Accounting 
Principles Board, of whom five, Messrs. Bevis, Cannon, 
Moyer, Powell, and Spacek, assented with qualifi-
cation. 
1 It is assumed here that the cost or other book value of the property is the same as 
its tax basis. If it is not, the part of the difference between tax-return depreciation 
and book depreciation that results from the difference in basis ordinarily should be 
disregarded in making provision for deferred income taxes. 
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Messrs. Bevis and Powell assent to the Interpretive Opinion as a 
logical extension of Accounting Research Bulletin No. 44 (Revised), 
"Declining-balance Depreciation," which was adopted by the required 
majority of the former committee on accounting procedure. However, 
they do not wish their assents in this case to imply concurrence with 
those aspects of Accounting Research Bulletin No. 44 (Revised) from 
which Messrs. Donald R. Jennings and Weldon Powell dissented at 
the time. They believe the grounds for those dissents are still valid. 
They also believe that subsequent events have shown the disclosure 
requirements of paragraph 9 of Accounting Research Bulletin No. 44 
(Revised) to be questionable. 
Mr. Moyer assents to the Interpretive Opinion except for those sec-
tions which relate to deferred income taxes. He believes that the new 
Guideline lives permitted should not provide another type of accelerated 
depreciation but instead should permit a taxpayer to use the same esti-
mated lives for income-tax purposes as are used for financial accounting 
purposes. 
Mr. Cannon does not agree with paragraph 7 of the Interpretive 
Opinion because he does not believe a present declaration of the regu-
latory body on future rate-making policy is effective, nor should it be 
controlling as to the current reporting of current income in accordance 
with generally accepted accounting principles. 
Mr. Spacek concurs in the Interpretive Opinion, but dissents with 
respect to the inclusion of paragraph 7 thereof, since it incorporates by 
reference paragraph 8 of Accounting Research Bulletin 44 (Revised), 
with which he does not agree. Paragraph 8 of ARB 44 states that regu-
lated companies need not provide for the income taxes which, under the 
tax laws, are deferred but not eliminated "if it may reasonably be ex-
pected that increased future income taxes . . . will be allowed in future 
rate determinations." Thus, the independent public accountants, in 
expressing opinions on the financial statements of regulated companies, 
are placed in the position of having to predict not only the future action 
of Congress and the state legislatures, but of the regulatory commissions 
and courts as well. Where provisions for deferred income taxes are 
omitted as a result of the expectation that the increased future income 
taxes will be allowed in future rate determinations merely because of 
present reguluatory practices, such practices are not sufficient evidence 
to support unqualified opinions by independent public accountants, 
particularly in view of the decision on September 27, 1962, of the second 
highest court of the land (United States Court of Appeals for the District 
of Columbia, No. 16,479, in Panhandle Eastern Pipe Line Company v. 
Federal Power Commission), which stated in part as follows: 
"We cannot change the plain purpose of these statutory sections 
merely because the Commission thinks they have had a 'basically 
dynamic and fluid effect.' Congress has not provided that, with 
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respect to utilities, ratepayers are entitled to share in the tem-
porary benefits resulting from the use of liberalized depreciation 
in computing income taxes. Such a provision, which would put 
utilities and unregulated companies in different categories, may be 
within the competence of Congress, but neither the Commission 
nor this court is authorized to legislate in that fashion. Moreover, 
if it should hereafter provide that utilities must share with their 
ratepayers the temporary reduction of income taxes produced by 
liberalized depreciation during the early years of useful life, Con-
gress probably would also provide that ratepayers should propor-
tionately bear the higher income taxes during the later years of 
the anticipated life of the facilities, when the depreciation deduc-
tion for tax purposes is relatively small." 
Unless otherwise indicated Interpretive Opinions present the 
considered opinion of at least two-thirds of the members of the 
Accounting Principles Board, reached on a formal vote after ex-
amination of the subject matter. Except where formal adoption 
by the Council or the membership of the Institute has been asked 
and secured, the authority of the opinions rests upon their general 
acceptability. While it is recognized that general rules may be sub-
ject to exception, the burden of justifying departures from the 
Board's recommendations must be assumed by those who adopt 
other practices. 
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